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TAX INSTITUTE NOTES 


Symposium Notes 


the request former president the Tax Institute, the Board Di- 
rectors took under consideration the suggestion that the annual symposium 
held May rather than November. Since poll the Advisory Council and 
sample poll the membership indicated preference for May, the Board 
decided that 1959 the Institute would shift May date. was not felt, 
however, that there would ample time organize symposium for May, 
1958. The 1958 symposium will held November 20-21. 

The Board submitted the following four symposium topics the Advisory 
Council for final choice: 


Conflicts Income Taxation 

Conflicts Between Federal Taxation and Governmental Objectives 
Reform Federal Tax System 

Areas Discretion Tax Administration 


The second topic has been selected the Council. 


Series Special Meetings Planned 


series meetings being planned “Tax Policy Affects Manage- 
ment Responsibilities and Decisions.” expected that the first one will 
held May, 1958. The following committee working out details for the 
series: 

Joel Barlow, Covington Burling, Washington, 

John Costelloe, Chadbourne, Parke, Whiteside Wolff, New York 

Kenneth Gemmill, Barnes, Dechert, Price, Myers Rhoads, Phila- 
delphia 

Kaufmann, Manager, Tax Department, International Business 
Machines Corporation 

Paul Strayer, Department Economics, Princeton University, and 
President, Tax Institute, Inc. 

Mabel Walker, Executive Director, Tax Institute, Inc. 


Further details will announced shortly. 


Some the Comments Received 1957 Symposium 


enjoyed the whole two days very much. That was the most interesting meeting 
have yet attended.” 

enjoyed the meeting and thought very useful.” 

think that the conference went off very well. Certainly all the speakers heard did 
excellent job.” 

“The TAX INSTITUTE program was very instructive, although must admit that 
some the information was bit over head. However, did glean some facts and 
approaches the taxation problem which will very helpful the future me. 
Most all, appreciated the opportunity getting know better some personalities 
the taxation field who can source future information.” 

greatly attending the recent symposium and various papers that were pre- 
sented the participants the program. opinion the topic was great in- 
terest and was well covered from different viewpoints and the whole was one the 
best have ever had.” 

“This just note tell you how thoroughly enjoyed myself the Symposium.” 
“Let congratulate you again the excellent meeting Princeton three weeks 
ago and thank you for the hospitality. always pleasure and extremely stimu- 
lating attend Tax Institute Symposium.” 


The Difficult Problem 


Income Tax Differentials 


FEDERAL income tax has become major aspect life. enters 
into the thinking and planning persons all walks life from the young 
laborer who was fervently hoping that the expected baby would arrive be- 
fore midnight, December 31, 1957, the portfolio manager the aged mil- 
lionaire, weighing death and capital gains tax possibilities, the self-employed 
professional man with his particular professional tax problems, the ex- 
ecutive big, small, medium-sized business enterprises, who must eval- 
uate every management decision terms the tax impact. 

The provisions the income tax that constitute differentials 
payers were the subject two days lively discussion the recent sym- 
posium the Tax Institute. The background for the discussion was set 
the opening session when three distinguished speakers from government, the 
academic field, and federal tax practice presented the introductory papers. 
Some keynote remarks from these papers are 


Dan Turoop Deputy the Secretary the Treasury 


the opening address, Mr. Dan Throop Smith, Deputy the Secretary 
the Treasury, delimited the topic and commented some specific features 
the income tax. Some his comments were follows: 


not correct consider the noninclusion all sorts income-in-kind in- 
come tax differentials; rather would strain common-sense concepts income 
attempt include some them. law that would be, the saying goes, intel- 
lectually satisfying the theorist, would not only many respects extremely com- 
plicated regards the valuation some items income-in-kind, would also seem 
unfair most practical people. 

regards income-in-kind, seems useful try draw distinction between 
those advantages and satisfactions form employment profession which are 
inherent part the job, arising quite apart from any tax considerations, and those 
fringe benefits which are motivated primarily possible tax advantages. the first 
group, one would clearly include the satisfactions which with private offices, special 
furniture name plates, the opportunity meet and work with congenial in- 
teresting people. These. are clearly not advantages which dollar figures can at- 
tached. They are fact highly subjective that what pleasant for one person would 
regarded unpleasant and boring for another. 

But the other extreme would provision employer home, the foo 
consumed therein, and the cars garaged thereby circumstances where official 
residence entertainment necessary. Though the two extremes are easy distin- 
guish, they are divided rather broad area instead distinct line demarca- 


complete addresses thése and the other symposium speakers, well the 
extemporaneous discussion from the floor, will appear the printed, clothbound sym- 
posium volume, which now press. 
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tion. this broad area, there room for differing opinions which category 
particular fringe benefit falls into. 


Now that have expressed some doubts about the idea making the income tax 
net wide can theoretically stretched, and about the importance repairing 
every hole cut ingenious arrangements taxpayers, want refer the 
numerous proposals which are made for statutory changes which would make par- 
ticular categories income tax-exempt whole part. 


Tax-Exempt Income 


not uncommon reaction situation which desired encourage some 
form activity propose that the income from tax-exempt. These pro- 
posals often have considerable emotional appeal, especially the people 
benefited them are recognized being underpaid. But tax exemption does not 
seem the remedy; fact, tax exemption may more harm than good even 
those who benefit from it. From the standpoint the tax system itself, and the 
public respect for it, tax exemptions are bad because they are sure create resent- 
ment the part others who regard themselves more less similarly situated, 
but without special tax relief. They are bad because they fact reduce the tax 
base and require higher rates than would otherwise necessary the income 
which still taxable. They may even bad for those who benefit from them di- 
rectly, because the exemptions distract attention from the fundamental problem 
the level earnings. 


Most, not all, the allowed deductions are intended increase the fairness 
the income tax. And yet each one complicates the law, and over the years many 
them have had complicated still further prevent them from becoming avenues 
unintended escape. The deductions for medical expense, for interest, and the sick 
pay exclusion are all intended make the law fairer and yet each one complicates 
it. And each one turn has had limited and restricted and complicated still 
further over the years prevent from being used escape for things was 
never intended cover. 


Corporate Reorganizations 


The whole subject corporate reorganizations, broadly defined the tax 
law include recapitalizations and various sorts corporate mergers and divisions, 
extremely complicated. But the simple rule, recognition gain loss all ex- 
changes one item property for another, and income all receipts any 
sort property, would unduly hamper business developments imposing taxes 
when there were disposable funds and hence require partial liquidation 
investment continuing business entity. This would both unfair and uneconomic. 
And would invite escape from tax the familiar bail-out technique spin-offs 
investment property. Something like subchapter thus necessary the interests 
fairness (both postpone tax until time when disposable funds arise and 
prevent conversion ordinary income into capital gains) and avoid undue restric- 
tions economic developments. The recurring attention which this area receives 
should appraised against these conflicting objectives. 


Partnerships 


The tax law regarding partnerships also complicated because designed 
adaptable the various ways which partnerships may established and op- 
erated. simple law would restrict and hamper bona fide business arrangements. Some 
special rules are needed. Then, however, limitations are necessary partnerships are 
not used for concealed gifts, the conversion ordinary income into capital 
gains. 
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Estates and Trusts 


The taxation the income estates and trusts has also become complicated be- 
cause the efforts the one hand give full allowance for distributions bene- 
ficiaries, with recognition the distinction between income and corpus, and 
the other hand prevent them from being used unduly for avoidance purposes. The 
recognition trusts separate taxable entities provides constant temptation 
segregate income-producing property into multiple units for tax purposes. The law 
this area has been unduly generous permitting multiple trusts and short-term 
trusts, but the corrections some respects will complicate rather than simplify 
the law. 


Split-Income Provisions 


The split-income provision the law sometimes referred unjusti- 
fied differential leakage the tax base. This, course, incorrect literal 
sense because does not reduce the total tax base all. Given the situation arising 
from the fact that some states originally had community property laws, and others 
were rapidly acquiring strong attachment the French and Spanish legal con- 
cepts, the split-income provisions seem have been the best available solution. 

was certainly vastly preferable the alternative proposal requiring com- 
pulsory joint returns—which adopted would have constituted recurring annual 
tax marriage where both spouses have income. can think more anti-social 
and uneconomic tax proposal. Thus, though the split-income provision not some- 
thing which would recommended country which had uniform status for 
income and property throughout its breadth, appears the best practical solu- 
tion specific problem this country. 


Capital Gains and Losses 


The differential tax rate capital gains also sometimes criticized special 
relief measure. This criticism means justified well-founded. 

Extreme proposals have been made some theoretical discussions un- 
realized capital gains and losses annual income, taxable regular tax rates. 
me, this has always been almost fantastic example abstract theory superseding 
common sense. ignored the disastrous restrictions which would have placed 
the willingness invest any sort risky venture security, the great disloca- 
tions property ownership and values sales would have been forced made 
pay the tax, and the great administrative complexities determining annual 
values and computing income under the averaging and carryover devices that 
were usually associated with the proposal. Fortunately, the idea has seldom been 
regarded more than intellectual plaything. 


Attorney Law, New York 


Mr. Harold Kent, Attorney Law, New York, and formerly one 
Inspectors Taxes England, compared tax differentials the 


United States, Canada, and Britain. Some points comparison were 


follows: 


The Income-Splitting Provision 

Just reflect for moment how lucky are, the United States, happen 
validly married December and can file joint return with the wife! 
Neither Canada nor Britain have enacted such provisions; the contrary, the re- 
quirement both Canada and Britain for compulsory combined return, the poor 
husband being the taxpayer, and wife has income her own, husband alone liable 
the tax thereon. 
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Earned Income Relief 


The United States earned income credit went out wartime measure help 
erase Hitler (and save line the Form 1040), and regrettably has never been 
reinstated. Canada and Britain, there sharp differentiation between earned, 
and unearned investment, income. Canada, your investment income after cer- 
tain deductions and exemption $2,400 liable surtax (Ali- 
mony treated unearned investment income for this purpose; droll thought!) 

Britain has worth-while Earned Income Relief—one the personal reliefs for 
income tax but not for surtax purposes—which presently £890 2/gths the first 
£4,005, whichever the lesser, plus £660 1/gth the next £5,940 earned in- 
come, whichever the lesser. The maximum allowance thus £1,550 earned in- 
come £9,945 over. 

have British client mind, married with two children, and earning £10,000 
year After all Earned Income Relief, Reduced Rate Relief, and other 
sonal exemptions, reaches the per cent bracket and liable income tax and 
surtax $15,173.90, which leaves him with net, after tax, $12,826.10. His Canadian 
opposite number would reach the per cent bracket, pay $8,496, and have net left 
$19,504. His American opposite number, however, would reach the per cent 
bracket only, would ‘pay $7,058, and would enjoy net, after federal tax, $20,942. 
Let count our blessings! 


Corporate Taxation 


the United States the rates are per cent the first $25,000 taxable in- 
come, and per cent the balance. There therefore inducement for “split- 
“fractionalization” plan, for there can saving tax (22 per 
cent $25,000) per corporation, you can arrange that income does not exceed 
$25,000 per corporation, and you can fractionalize you read Sec. 1551, 1954 
carefully; transfer property other than cash the new corporations; and have 


valid business purpose, e.g., the avoidance state taxation. Avoidance federal in- 
come tax heinous, but the courts have held that desire avoid state taxes 
sound business purpose and motive. 

Canada, the rates are per cent the first $20,000 taxable income, and 
per cent the balance. omit the per cent old age security tax.) There are 
fractionalization possibilities Canada; associated companies may merely share the 
benefit the per cent relief one amount $20,000 among them. 

Britain, there only one rate income tax, viz., the standard rate, presently 
42.5 per cent. multiplicity companies therefore are afforded relicf what- 
ever. company not entitled Reduced Rate Relief; nor liable surtax; 
but liable Profits Tax (in addition standard rate income tax) profits 
excess £2,000 exemption. The rate Profits Tax presently per cent the 
extent profits are distributed stockholders, but only per cent the extent 
retained the 


Tax Treatment Dividends 


least far standard rate income tax 42.5 per cent concerned, Britain 
abhers the so-called “double taxation” corporate income, once the company 
making the profits, and then the stockholders receiving dividend distributions out 
those already taxed profits. 

When paying dividend, British company entitled deduct income tax the 
then prevailing standard rate therefrom, and put the tax withheld into its own 
pocket. The corporate income tax liability thus, the extent profits distrib- 
uted, passed the stockholder, but does not “pay” this tax (see Biddle Comr, 
U.S. 573, 38-1 USTC the standard rate; “suffers” deduction. This 
not, therefore, true withholding tax system, for the company does not have 
account the Crown for the tax deducted. regards standard rate income tax 
(but not profits tax surtax) the tax levied the company which given the 


| 
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privilege self-recoupment. The system therefore amounts exclusion British 
corporate dividends from the individual income tax base. 

Lord Wright stated the principle Neumann Comrs (1934) T.C. 
L.: “What essential—is that all the profits the company should taxed and 
that done the Revenue not concerned with what done with those profits. 
There fact only one profit, new profit being created from the fact that the 
shareholder gets his share: the tax tax the profits and not the dividend. 
shareholder not separately taxable disregard surtax) the dividend, 
profit individual himself.” wish that citation could made required reading 
for Congressmen and IRS officials.) 


For surtax purposes, the individual stockholder must “gross up” the net 57.5 per 
cent dividend received adding back the 42.5 per cent deducted, arrive total 
surtaxable income. 


Capital Gains 


The United States taxes gains from the sale exchange capital assets (unless 
the tax deferred reason nonrecognition gain certain circumstances) while 
quite unfairly not allowing complete offset capital losses; and that Canada and 
Britain not tax such capital gains. 

Thus, the United States, try, legally, convert what could have been 
ordinary income into long-term capital gain, taxable the preferential rate 
per cent. Perhaps because this preferential treatment provided our income 
tax law, certain corporate bail-out devices have been developed, and are permitted, 
such stock dividends, complete and partial liquidations, and stock redemptions. 

Perhaps because Canada does not tax capital gains, the statutory prohibition 
against the corporate bail-out emphatic. 


The British Courts seem have treated the corporate bail-out devices strictly 
matters company law, and not tax law. Parliament did not like the Revenue 
results, could always change the law appropriate income tax legislation. 


Corporate Surtax and Improper Accumulation Surplus 


the United States after exemption $60,000, Sec. 531, 1954 provides for 
per cent tax the first $100,000 such surplus proved unnecessary for 
the reasonable needs the business, and for 3814 per cent tax any balance. 

examined earlier the Canadian tax treatment capitalization accumulated 
profits, resulting deemed dividends the stockholders. But Canadian corpora- 
tion may pay per cent tax its accumulated profits, thereby creating “tax-paid 
undistributed income” which may then distributed tax-free capital. This Sec. 
provision elective, permissive. Only arithmetic will show whether prefer- 
able for the stockholders closely-held corporation receive ordinary divi- 
dend, which will liable the per cent investment income surtax addition 
ordinary income tax but which will carry with the per cent dividends received 
credit, have the corporation pay the per cent accumulated earnings tax. 

The British had and still have the dubious distinction enjoying the highest indi- 
vidual income tax and surtax rates known man, and thus not surprising 
find that they invented and developed certain legislative pro- 
visions prevent individual surtax avoidance means hoarding profits close- 
ly-held companies. 


Residence and Control Corporations 


The United ‘States has and exercises the constitutional power tax the income 
corporation organized under the laws one its states territories regardless 
the sources from which such corporation’s income may have been derived. Thus, 
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New York corporation engaged solely business in, say, Jamaica, and 
derives income whatever from United States sources, will nevertheless liable 
the United States taxation. 


does not appear likely that the United States could ever persuaded re- 
linquish its taxing powers over United States corporations engaged solely business 
outside its jurisdiction. 

the other hand, Canada seems not the least bit worried this score. Sec. 
provides for the “foreign business corporation” which, though incorporated 
Canada, will not liable Canadian income taxation while its business car- 
ried entirely outside 

this area income tax law, the decisions the British Courts are very clear. 
The test for residence company, and therefore for its liability British in- 
come tax, is: Where its business managed and controlled? Management and con- 


trol this context mean managerial and directorial control, not stockholding con- 


Deductions for Depreciation 


Special attention has been given, the postwar period, the problem re- 
placing worn-out plant and machinery era inflation. You purchased 
machine 1938 for £100, used for its estimated life years and depre- 
ciated the £100 cost tax-free (creating depreciation reserve £100), only find 
that replacement 1948, without improvements design performance, cost 
you £200. 

Beyond accelerated write-offs, neither Canada nor the United States has done any- 
thing meet this problem. The British attempt seems worthy study. 

Their system initial allowances for depreciation enacted 1945, though 
addition annual allowances 125 per cent whatever the annual allowance would 
have calculated to, the declining balance method, was still nothing more than 

Effective 1954, system “investment allowances” certain assets was en- 
acted, place the system initial allowances. This enabled taxpayer write 
off the entire cost the asset over its estimated useful life and, addition, re- 
ceive tax-free gift per cent (or per cent) the cost price. Accounting 
orthodoxy was last departed from, and became sense possible obtain de- 
preciation allowances 110 per cent (or 120 per cent) cost. The investment al- 
lowance was not written off arriving the residue expenditure for cal- 
culation the annual allowance, that the year acquisition the taxpayer se- 
cured deductions both the per cent (or per cent) investment allowance and 
the annual allowance computed 100 per cent cost (the annual allowance still 
being 125 per cent whatever the annual allowance calculated to). 

The depreciation deductions for capital expenditure scientific research, whether 
such expenditures took the form new buildings new (not second-hand) machines, 
were particularly beneficial. Such expenditures ranked for investment allowance 
per cent, and initial allowance per cent, leaving only per cent per 
annum for four more years recover 120 per cent cost, tax-free. 

With minor exceptions, the investment allowance was withdrawn with respect 
capital expenditure incurred after 2/17/56, Sec. 15(1), Act, 


Law School Harvard University 


Professor Stanley Surrey, Law School Harvard University, examined 
detail the differentials that erode the income tax base for individuals. The 
following quotations indicate some the key items discussed him. 
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the United States tax law its initial sections presents the picture 
“global” income tax extremely wide sweep applied most severe rates especially 
the upper brackets. Our inquiry whether this initial view really describes the 
final product. The income tax law long and complicated, and the final tax result 
any particular case not determined until all the succeeding technical provisions 
are examined with care. may therefore place one statistic alongside the initial 
picture. 1954, for individuals the income classes $100,000 and above the average 
rate tax for the entire group was 48.1 per cent, based comparison ad- 
justed gross income and tax paid. add adjusted gross income estimate 
for certain items not included that figure the Preliminary Statistics Income 
(tax-exempt interest and one-half net capital gains), the average rate becomes 37.5 
per cent. the tax the reported adjusted gross income exclusive any capital 
gains and capital gains tax considered, the average rate would have been per 
cent. add tax-exempt interest this base, the rate per cent. Yet from the 
tax table Section the law the effective rate $100,000 67.3 per cent, 
$200,000 78.4 per cent, $500,000 per cent, and the maximum per 
cent. Even when allow for income splitting, the effective rate $100,000 per 
per cent, $200,000 per cent, $500,000 per cent, and maximum per 
cent. The Harvard Business School study Effects Taxation Investments 
Individuals shows similar results for 1946 and 1948: the maximum average tax rate was 
less than per cent for all groups when income was computed inclusive net cap- 
ital gains. 

These are startling figures. The rate table has rates the 70, 80, and per cent 
brackets—yet the average the rates actually paid the upper brackets per 
cent. thus obvious that the power and sweep the initial sections are not 
matched the end result. The intervening technical provisions must severely dilute 
the initial sections, and leave the United States income tax different levy than 
presented the initial picture. The important question ascertain what has 
happened these technical provisions; see whether the result desirable not; 


Tax Exempt Interest 
One important exclusion benefiting investors the express statutory exclusion 


interest state and local obligations. recent estimate places the total amount 


excluded over $500 million. The major share this interest presumably held 
middle and upper bracket investors. The exclusion thus open avenue for 
escaping the high surtax rates. 


Ever since, the pressures exerted state and local governments have kept the 
exclusion intact, though the constitutional power reach the interest under the in- 
come tax longer really debatable. The present result thus failure gov- 
ernment achieve intelligent solution problem federal-state relationships. 
this interest were taxable today and the federal government desired grant as- 
sistance the states and local government units respects their borrowings, 
inconceivable that plan which meant giving tax windfall the wealthy would 
adopted. Yet tax history has produced such plan and the wealthy are its un- 
deserving third party beneficiaries. 

This clearly area which the Congress should press for better solution. 
also area which one could hope for progress the search were diligently 
and imaginatively pursued. 


Natural Resources 


Investors natural resources receive special treatment variety ways. 
For one, percentage depletion, rates ranging from per cent for oil and gas 
per cent for clay, operates exclude continuously portion the gross income 
from the natural resource property even though the investment cost may have been 
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fully recovered. Since the major part drilling costs may currently expensed 
the case oil and gas, and since the case minerals considerable portion 
exploration and development expenditures may likewise deducted currently, the 
percentage depletion exclusions can greatly excess the remaining 
Next, timber and coal royalties are taxed capital gain rates; also taxed the 
increment value cut timber. Thus, investors natural resources receive in- 
come which taxed significantly lower rates. recent estimate places the tax 
benefit all non-corporate oil and gas investors $700 million. 


Capital Gains 


individual receiving income the form capital gains given clear pref- 
erence under the present per cent the gain effect excluded entirely, 
and the maximum tax the gain cannot exceed per cent the entire gain. 
When the regular rate scale starts per cent and reaches per cent rate 
$4,000 for single person and $8,000 for married person, per cent rate 
individuals who would otherwise pay rates per cent these gains 
extremely preferential rate. Yet all the income preferences the capital gain pref- 
erence the one which most clearly the product deliberate and considered 
Congressional action. While originally the preference contained elements 
averaging concept, this aspect has long disappeared justification. The Congress 
presumably has agreed with the claims investors and the stock exchanges that 
capital gains should differently treated from other income and that investment 
incentives require preferential treatment. 

But while the Congress has taken this basic position, unfortunately has not 
thought through the question just what capital gain and what transactions 
should benefited. consequence, under the relentless drive many pres- 
sure groups the capital gain rate has become convenient shelter for many sorts 
transactions which for one reason another have won tax concession from the 
Congress. While the hard core and the overwhelming beneficiary the capital gain 
preference represented stock investment, followed real estate investment, 
the fringes the area are represented these “honorary capital gain” situations. 
For examples may refer stock options, pension trust lump sum payments, patent 
royalties, sales breeding livestock and unharvested crops, sales business assets 
and coal royalties. the same time, the contrasting presence per cent ordi- 
nary income rates and per cent capital gain rates has led considerable dis- 
tortion the arranging business and family transactions and endless suc- 
cession tax gimmicks and tax schemes, all designed achieve the per cent 
rate. The capital gain preferential rate thus, respects the technical rules, the 
greatest single source complexity the present Code. 


Dividend Credit 


The investor corporate stocks favored today with $50 exclusion for dividends 
and credit against his tax equal per cent dividends received. The exclusion 
estimated $200 million income for 1956 and the credit $400 million tax, 
with the beneficiaries mainly the tax groups above $10,000. The impetus for 
the credit may some extent have been the desire take action regarding the 
“double taxation” corporate profits. But the credit solution that finally resulted 
certaainly not fruitful approach for dealing with corporate “double taxation” and 
therefore likely dead end. such becomes merely mechanism re- 
duce the impact tax rates certain middle and upper bracket taxpayers. There 
are indications that the does not have any real confidence the wisdom 
this provision. would therefore seem appropriate for the Congress remove 
this recent preference before too becomes built-in preference which 
main because always has been there. the Congress then desires, can consider 
the “double taxation” problem the wider context the problems undis- 
tributed corporate profits and capital gains and losses. 
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Life Insurance 


Those individuals who invest life insurance find themselves with 
tial tax treatment that they are not currently taxed the interest accumula- 
tions allocated their policies. death, the proceeds the are not 
taxable income, that the interest goes untaxed. The amount interest involved 
large, being estimated $1.1 billion for 1956. 


Home Ownership 


Another preference that has become built-in through default the exclusion 
from income tax coverage the imputed income owner-occupied homes. The 
estimated amount this income billion. obvious that alone all the pref- 
erences far considered, taxation this imputed income would involve severe 
administrative difficulties. For this reason, and view the pervasive social policy 
considerations involved, here also unlikely that the Congress would willing 
overturn tradition. But this decision the income side should kept mind 
when the deduction for nonbusiness interest and taxes 


Some the other groups that were designated Professor Surrey 
beneficiaries favorable income tax differentiation were highly compensated 
executives, elderly taxpayers, and employees getting fringe benefits. 


Professor Surrey pointed out that the result the differentials has been 


distinct narrowing the tax base, with income tax rates accordingly much higher 
than would otherwise necessary. the same time, the effects these high rates 
are severely discriminatory those taxpayers whose sources income whose 
activities are not favored those differentials. Defects tax administration and 
weaknesses taxpayer compliance have increased the discriminatory consequences. 


Specific technical and other considerations were discussed succeeding ses- 
sions the symposium number distinguished speakers from Congress, 
business, labor, law and accounting practice, academic, and other tax fields. 


AGITATION FOR FURTHER DIFFERENTIALS 


Although income tax differentials were generally deplored the Tax Insti- 
tute symposium and several speakers favored reduction such differentials, 
the fact that there unceasing pressure for new differentials for ex- 
pansion the old ones. This trend illustrated the 1958 proposals de- 
scribed below. 


Tax-Exempt Bonds 


The following quotation from article “Reducing County Financing 
Costs,” Norman Peil, The County Officer, January, 1958: 


Congressman Thomas Curtis, Missouri, member the Ways and Means Com- 
mittee the House Representatives, has introduced 8702, which designed 
lower interest rates broadening the market for local government bonds. The ob- 
jective attract annually into the market for such bonds some the billions 
dollars held regulated and unregulated investment companies. 

These investment companies are not particularly interested our the 
present time because under existing law the interest the bonds loses its tax-free 
status when distributed the shareholders the companies dividends. Thus, 
while the shareholders themselves may buy the bonds directly and receive tax-free in- 
terest, the funds held their companies for investment are effect sealed off from 
our bond market. 
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The Curtis bill provides that such interest will not converted into taxable in- 
come when distributed shareholders. This bill holds great appeal for the investment 
companies and widely believed that such change the law will make very 
substantial new funds available the counties, schools and other local issuers. 


With respect this proposal, the following comment appeared Research 
Federal-State Relations: Report Recent Developments and Problems 
Requiring Further Study, Emil Sady, published The Brookings Insti- 
tution: 


With continued high federal taxes and increased state and local borrowing pros- 
pect for some time, the pressure will great maintain the exemption [of municipal 
securities]. will continue cause substantial loss public revenue and diversion 
investment capital from the private field. The recommended his 1956 
Economic Report the Congress that investment companies allowed pass 
their shareholders the tax-exempt status income derived from municipal securi- 
ties. Adoption this recommendation would further entrench the exemption. 


Income Tax Concessions for Education 


The following news story appeared The New York Times, February 23, 
1958: 


Robert Anderson, Secretary the Treasury, says that feels some type in- 
come tax concession may order incentive for more and better teachers. 

testimony made public today the House Appropriations Committee, Secretary 
Anderson was asked his opinion proposal allow teachers deduct costs 
furthering their education from taxable income. 

replied that some thirty forty tax proposals were now under 
study the Treasury and the House Ways and Means Committee, and said: 

“The problem with reference meeting the need for increasingly more able 
teachers this country think quite appropriately may require some modification 
our tax structure.” 


proposal has also been made that taxpayers permitted subtract any 
increase state and local school taxes from their federal income tax bills. 
(The New York Times, January 14, 1958.) 

has also been proposed that Congress grant tax cuts $450 year for 
parents putting their children through college. (The New York Times, January 
16, 1958.) 


Tax Deductions Purchases Durable Goods 


Also, economics professor from Vanderbilt University proposes that there 
tax deductions purchases durable goods spur employment. (Letter 
from William Thweatt, The New York Times, March 1958.) 

The unceasing erosion the income tax base differentials results higher 
rates for all taxpayers and increasing hardship for such minority groups are 
unable protect themselves through political pressures. One wonders the 
process may not continue until the situation becomes intolerable and some 
great reform movement the future the slate wiped clean and new in- 
come tax law devised. 


